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SACRAMENTO UPDATE

Governor Vetoes Legislature’s Majority Vote Budget Plan

In a December 18, 2008 Sacramento Update we reported that the Legislature adopted a
majority-vote State Budget plan. That legislative Budget package was held in
enrollment until yesterday, when it was transmitted to the Governor. The Governor
vetoed the package last night. The letter from the Democratic Leaders to the Governor
transmitting the Legislative Package and the Governor's response to the Democratic
Leaders with his veto message are contained in Attachments | and I, respectively.

Democratic Legislative Leaders’ Press Conference

Senate pro Tem Darrell Steinberg and Assembly Speaker Karen Bass called a press
conference yesterday afternoon to discuss the results of their continuing negotiations on
the State Budget with the Governor and to announce that they had transmitted the
majority-vote package of trailer bills and budget amendments passed on
December 18, 2008 to the Governor.

Senator Steinberg advised the assembled media that he was under the impression that
an agreement had been reached as of Sunday night on a Budget package that included
more of the Governor's requests ($1.2 billion in additional spending cuts, a tax cut for
the film industry, public-private partnerships, design-build and CEQA modifications for
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transportation projects). According to Senator Steinberg, the Governor called him
Monday night to say that there would be no agreement until all of the Governor's
requests were included in the package. Speaker Bass indicated that the Governor was
“continuing to move the ‘goal posts’ in this process.”

The two Democratic Leaders acknowledged to the media that they were not able to
agree to two specific demands made by the Governor in his economic stimulus
package, but they emphasized that the demands would set bad precedents and neither
would have any material effect on accelerating pending, bond-funded capital projects.
The two objectionable issues were: authorizing a group of three of the Governor's
Cabinet Secretaries the legal authority to override decisions by State departments
regarding construction/development projects, and enactment of a provision prohibiting
citizens from filing lawsuits against projects which affect them.

The two Leaders also acknowledged to the media that the package transmitted to the
Governor yesterday did not include the additional cuts, film industry tax break, or
modifications to the economic stimulus plan, and that those changes would be passed
and sent to the Governor in separate legislation later this week. They both expressed
the hope that the Governor would continue to negotiate on the various side issues about
which he has concerns, and that he would sign the December 18" package in light of
the additional concessions they plan to send him.

Governor’s FY 2009-10 Budget Proposal

Although a summary of the Governor's FY 2009-10 Proposed Budget was released on
New Year's Eve, the detail and legislative language are expected to be released on
January 9, 2009. We are working with departments to analyze this information.

We will continue to keep you advised.
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January 6, 2009

Honorable Arnold Schwarzenegger
Governor, State of California

State Capitol, First Floor
Sacramento, California 95814

Dear Governor:

This afternoon, we are transmitting for your consideration the package of bills passed
by the Legislature in the First Extraordinary Session on December 18.

As you know, this package of bills will provide more than $18 billion in solutions to the
state’s budget woes. In addition to making a major down payment on our $40 billion
budget problem, the measures, if signed, will prevent what you have called “fiscal
Armageddon” and more negative effects on the state’s economy.

Specifically, your signature on the fiscal measures should ensure that the state can
continue to pay its bills, reduce the chance of halting major construction projects,
ensure that taxpayers will receive their tax refund checks this spring, allow vendors to
continue to provide state services, and avoid further downgrades in the state’s
already-poor credit rating.

In addition to the fiscal measures, we passed bills that you term “economic stimulus,”
which include acceleration of funds for construction projections, authority to enter into
new “public-private partnerships” and “design-build” contracts for construction, and
modifications to environmental laws to speed up road construction. These measures
could create as many as 367,000 new jobs, using your Administration’s figures.

It is important to note that you have expressed a willingness to sign the tax measures
in this package, and all of the budget cuts originated with your-own budget proposals.
Despite this, you have indicated publicly that you are likely to veto these measures,
not so much for what they contain, but-rather because of what they do not contain.
You have indicated a desire for additional provisions in some of the measures, as
well as a few hundred million dollars in additional budget cuts on top of the roughly
$7.3 billion in cuts contained in the measures. We have been working almost daily
with you and your staff to address your concerns.
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We do not believe that your demands, particularly on non-budget matters, are
warranted. But, as we have indicated for weeks, we are willing to meet you more
than half-way. Thus, we plan to send you some additional measures in the coming
weeks to meet your demands. These additional changes will include:

» Even greater authority to enter into so-called “public-private-partnerships” and
“design-build” arrangements for state construction projects.

More modifications to environmental laws to speed up road construction.

A tax incentive to keep film production in Callforma

A moratorium on home foreclosures.

Some additional budget cuts and miodifications to the revenue package so that
the package contains more in expenditure reductions than new revenues.

As we have said, this is the only package that has the requisite votes in the
Legislature. Your signature on these bills, as well as the additional measures that we
will send, is essential. We strongly urge you to reconsider your plan to veto the
measures and send the state “over the cliff.”

Sincerely,

aren Bas
Senate Speaker of the Assembly

Darrell Steinberg
President pro Tempore o
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The Honorable Darrell Steinberg The Honorable Karen Bass
President pro Tempore Speaker

California State Senate California State Assembly
State Capitol State Capitol

Room 205 Room 219

Sacramento, California 93814 Sacramento, California 95814

Dear Senator Steinberg and Speaker Bass,

This afternoon, you sent me legislation intended to address California’s budget crisis and
stimulate our state’s economy. Unfortunately, this package is deeply flawed and, as promised, 1
vetoed it the moment it landed on my desk. The measures you sent me punish people with
increased taxes, but do not make the serious cuts in spending necessary to balance our budget; do
nothing to help keep California families working during this recession; and do nothing to help
Californians facing foreclosure in this mortgage crisis. It is unfair and unacceptable to place an
even greater burden on hard-working taxpayers without doing all we can to cut spending, create
Jjobs and keep people in their homes.

In the face of a $42 billion budget shortfall, your package of bills makes $2.5 billion less in cuts
than what I proposed in the special session and more than $10 billion less than what I proposed
in my 2009-10 budget. Specifically, you failed to include even the most common sense
proposals to reduce costs in employee compensation, did not make reductions that have been
adopted in prior downturns, and did not act to reduce costs in some growing programs. For
example:

e [ proposed changing state statutes to limit overtime, limit excessive use of sick leave and
eliminate extra holiday pay for just two of the 14 holidays California state workers
receive. California is one of the few states in the country that counts sick leave and
vacation days toward overtime. | also proposed two furlough days for state workers.
These proposals would have saved the state $1.4 billion over the next 18 months. Your
legislation does not adopt these proposals and gives public employee unions veto power
over any changes.

e I proposed to limit non-medical In-Home Supportive Services (IHSS) and share-of-cost
assistance to the neediest individuals for savings of $135.7 million. IHSS is one of the
fastest growing programs in state government.

STATE CAPITOL » SACRAMENTO, CALIFORNIA 95814 = (916) 445-28+1
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» [ proposed self-sufficiency reviews to increase the number of California Work
Opportunity and Responsibility to Kids participants who are working or attending job
preparation classes as required by state and federal law. 1 also proposed reducing cash
grants by 6 percent — even though similar reductions were adopted during previous
economic recessions. These changes would have saved the state more than $300 million.

* Yourejected my proposal to provide school districts the flexibility necessary to manage
program reductions while protecting direct classroom programs in California schools.
My proposal would have unlocked up to $2.5 billion in categorical programs, allowing
schools to shift those funds wherever needed to protect classroom instruction and
teachers’ jobs. Your measure gives schools very limited flexibility. The new budget
proposal I unveiled last week offers even more flexibility, giving schools the ability to
shift tens of billions of dollars wherever they are needed to meet this extraordinary
budget challenge.

The revenues adopted in this package arc also flawed. These proposals take money from
individuals’ paychecks by establishing a new withholding requirement for independent
contractors, putting California out of sync with most states and with the federal government. Not
only 1s this the wrong policy for California, but this proposal couldn’t be implemented by the
Franchise Tax Board until 2010. Your legislation also gives the Departiment of Finance the
authority to raise taxes administratively, without legislative approval, based on annual revenue
projections — this is unconstitutional on its face. Finally, your proposal increases the price of
gasoline 13 cents above current levels at a time when hard-working Californians are already

suffering.

Relative to economic stimulus, the measures you sent me would do nothing to create jobs and
Jjumpstart our economy. In fact, the bills sent to my desk today would, in some cases, make it
even more difficult to create jobs. For example:

» [ asked to expedite the environmental review process on more than $1 billion worth of
transportation projects in order to create jobs immediately. Expediting the start of these
projects would create more than 18,000 jobs in 2009. The legislation you sent me would
have simply replaced the existing environmental review process with an even more time-
consuming set of requirements. Further, I asked for expedited permitting on these
projects, a request your legislation does not address. Finally, your legislation failed to
include the two biggest projects on my list, the Caldecott Tunnel and Highway 50°s High
Occupancy Vehicle lanes, which together could generate some 10,000 jobs in the East
Bay and Sacramento regions.
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I asked for the ability to form public-private partnerships to leverage limited state
resources with private dollars in order to build more projects and create jobs immediately.
Allowing public-private partnerships would expedite countless projects and create tens of
thousands of jobs. The public-private partnership proposal you sent me is so restrictive it
is likely that no public-private construction projects would begin in 2009.

I asked for broad authority to construct transportation projects using the design-build
contracting method, which is proven to speed up the time it takes to move a project from
design to construction by as much as 18 months. The California Department of
Transportation (Caltrans) has identified at least $1.6 billion in projects that could
commence with design in the next six months if allowed to use design-build contracting.
These projects will create 28,000 jobs once construction is underway. Your
unwillingness to grant Caltrans design-build authority means these jobs won’t materialize
until at least 2010. Furthermore, California needs design-build and public-private
partnership authority to take full advantage of any federal infrastructure dollars that are
part of President-elect Obama’s economic stimulus plan. Failure to adopt real design-
build and public-private partnership authority jeopardizes California’s ability to get the
maximum amount of federal stimulus dollars made available.

I proposed exempting the sale of state property from the California Environmental
Quality Act (CEQA) review process prior to the sale, because applying CEQA to surplus
properties prior to the sale simply delays any potential revenue from those assets and
provides no environmental benefit since any property would have to undergo a second,
separate CEQA review if the property were developed. The bill you sent me makes it
even more difficult to use these assets by requiring the state to conduct a CEQA review
before determining that the property is even surplus. California government owns tens of
billions of dollars in property that could be sold to help pay down our debt and bring
badly needed revenue to the State without raising taxes.

Finally, you did not send me any legislation to address California’s foreclosure crisis. You say
you intend to send me legislation on this subject in the coming weeks. I encourage you to wait
no longer to take meaningful action to keep people in their homes.

While I appreciate that your letter expresses a willingness to address some of my concerns with
the proposals you have sent me, [ am confused by your public statements that you are unclear on
what it would take for me to sign these measures. You have in your hands detailed language on
each and every measure to reduce spending, create jobs and keep people in their homes, which I
have asked for since November. In fact, your letter lists many of these specific concerns that you
plan to address in the future. [ have never wavered in my commitment to address this economic
crisis, and I have never minced words on what I believe it will take to get the job done.
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I thank you both for your efforts and for talking with me nearly every day through Christmas and
New Year’s, even while we were all with our families. I believe we must continue negotiations
to solve this crisis without delay and without reservation. California families are depending on
us. It 1s imperative that we all get together, Democrats and Republicans, and address this crisis
head on. Ilook forward to meeting with you.




